REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE KAI !GARIB LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the financial statements of the Kai IGarib Local Municipality set out on pages 
XX to XX, which comprise the statement of financial position as at 30 June 2012, the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting authority is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Generally Recognised Accounting 
Practice (SA Standards of GRAP), issued by the Accounting Standards Board, and the 
requirements of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 
of 2003) and the Division of Revenue Act of South Africa, 2011 (Act No. 6 of 201 1) (DoRA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-Generars responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting 
the audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), the general notice issued in terms thereof and International Standards on Auditing. 
Because of the matters described in the basis for disclaimer of opinion paragraphs, 
however, I was unable to obtain sufficient appropriate audit evidence to provide a basis for 
an audit opinion. 

Basis for disclaimer of opinion 

Comparatives 

4. Sufficient appropriate audit evidence could not be obtained to support the following 
differences between the current year opening balances and the prior year opening 
balances; 

• Accumulated surplus: R701 372 574 

• Non-current assets: R640 744 088 

» Current assets: R7 680 552 

• Non-current liabilities: R654 839 

• Current liabilities: R53 495 263 

I was unable to confirm these matters by alternative means. Consequently, I was unable to 
determine whether any adjustment relating to the financial statements was necessary. 



Property, plant and equipment 

5. Due to the limitations placed on the scope of my work and the municipal records not 
permitting the application of alternative procedures, 1 could not obtain sufficient appropriate 
evidence to confirm that the movable assets amounting to R20 642 016 for the current 
year, disclosed in the statement of financial position and note 4 to the financial statements, 
are reflected at the correct amount. 

6. I was unable to physically verify property, plant and equipment to the amount to R31 5 391 
(201 1 : R160 543 255) as disclosed in note 4 to the financial statements. Additionally, 
assets amounting to an estimated R136 613 (2011: R260 241 791) that qualify as property, 
plant and equipment could not be traced to the fixed asset register. The asset register of 
the municipality did not contain sufficient and appropriate information, such as a unique 
Identification number, to permit the identification of each individual asset or its specific 
location. There were no alternative audit procedures that I could perform to obtain 
reasonable assurance that the balance as disclosed in note 4 to the financial statements 
amounting to R31 5 391 existed and that the balance as disclosed in note 4 to the financial 
statements amounting to R136 613 was complete, and therefore correctly valued. 

Investment property 

7. Due to the limitations placed on the scope of my work and the municipal records not 
permitting the application of alternative procedures, I could not obtain sufficient appropriate 
evidence to confirm that investment property amounting to R4 494 806 for the current year, 
disclosed in the statement of financial position and note 3 to the financial statements, was 
complete and was reflected at the correct amount. 

8. I was unable to physically verify an amount of R1 1 826 843 relating to assets qualifying as 
investment property that could not be traced to the investment property register. There 
were no alternative audit procedures that I could perform to obtain reasonable assurance 
that the balances as disclosed in note 3 to the financial statements were complete and 
therefore correctly valued. 

Cash and cash equivalents 

9. A difference of R93 850 505 between the cash book balance at year-end and the cash 
book balance disclosed in note 1 1 to the financial statements was identified and could not 
be explained. 1 was unable to confirm this matter by alternative means. Consequently, I was 
unable to determine whether any adjustment relating to cash and cash equivalents in the 
financial statements was necessary. 

Cash flow statement 

1 0. Due to the impact of the differences noted in cash and cash equivalents, together with the 
limitations experienced as highlighted in the basis for disclaimer of opinion paragraphs, I 
was unable to confirm that the current and comparative cash flow statement and the notes 
thereto are correct. I was unable to confirm this matter by alternative means. Consequently. 

I was unable to determine whether any adjustments to the cash flow statement were 
necessary. 



Commitments 


1 1 . Sufficient appropriate audit evidence could not be obtained to support commitments of 
R37 377 330 (201 1 : R7 411 735) disclosed in note 36 to the financial statements. The 
municipality did not have adequate systems and a complete contract register to detect and 
complete the disclosure of commitments. I was unable to confirm this matter by alternative 
means. Consequently, I was unable to determine whether any adjustments to the 
commitments disclosed were necessary. 

Other financial liabilities 

1 2. A difference of R303 036 between the short-term portion of the long-term loan disclosed in 
note 1 2 to the financial statements and the amount in the amortisation table of the 
Development Bank of Southern Africa was identified and could not be explained. 1 was 
unable to confirm this matter by alternative means. Consequently. 1 was unable to 
determine whether any adjustment relating to trade payables from exchange transactions in 
the financial statements was necessary. 

Expenditure 

1 3. The municipality could not provide sufficient appropriate audit evidence to support 
expenditure transactions amounting to R18 235 155 (2011; R17 902 822). As a result, I 
was unable to obtain reasonable assurance relating to the expenditure amount as disclosed 
in the statement of financial performance. The entity's records did not permit the application 
of suitable alternative audit procedures. 

Receivables from exchange transactions 

14. A difference of R109 790 (2011: R54 993 985) was identified between the financial 
statements and the amount reflected on the debtors’ listing. I was unable to confirm these 
matters by alternative means. Consequently, I was unable to determine whether any 
adjustment relating to consumer debtors in the financial statements was necessary. 

15. A difference of R426 815 (2011: R32 998 173) was incorrectly classified as receivables 
from exchange transactions, as a result of expenditure items being accounted as 
receivables from exchange transactions. I was unable to perform suitable alternative audit 
procedures, as the primary source of audit evidence could not be relied upon, therefore 
affecting the valuation, existence, rights and obligations of these receivables. 

Accumulated surplus 

16. A net loss of R53 180 188 was disclosed in the statement of changes in net assets. I was 
unable to confirm the accuracy of the net deficit as disclosed in the statement of financial 
performance, due to various limitations on revenue and expenditure. I was unable to 
confirm this matter by alternative means. Consequently, I was unable to determine whether 
any adjustments to the inventories disclosed were necessary. 



17. Current year adjustments to the financial statements were not made in accordance with 
paragraphs 28 and 29 of the SA Standard of GRAP, GRAP 3, Accounting Policies, 

Changes in Accounting Estimates and Errors. The disclosure of the change in accounting 
policy did not reflect the title of the applicable accounting standard, that the change in 
accounting policy had been made in accordance with the applicable accounting standard, 
the nature of the change in accounting policy, a description of the transitional provisions, 
and the transitional provisions that might have an effect on future periods. 

Value-added tax (VAT) 

18. I was unable to obtain sufficient appropriate audit evidence regarding VAT disclosed as 
R991 639 in the financial statements, as VAT correspondence was not submitted for 
auditing. I was unable to confirm these matters by alternative means. Consequently, I was 
unable to determine whether any adjustment relating to VAT in the financial statements was 
necessary. 

Inventory 

19. I was unable to obtain sufficient appropriate audit evidence for inventory disclosed as 
R1 975 91 5 (201 1 : R2 206 951 ) in note 8 to the financial statements, as the inventory 
listings did not agree to the amount recorded in the general ledger. I was unable to obtain 
reasonable assurance regarding the Inventory amount disclosed. Consequently, I was 
unable to determine whether any adjustments to the Inventory disclosed were necessary. 

20. Inventory disclosed In the annual financial statements does not include water inventory. 

The annual financial statement disclosure regarding inventory is thus not complete. 

Distribution losses 

21 . I was unable to obtain sufficient appropriate audit evidence to support the distribution 
losses disclosed in note 49 to the financial statements. The municipality’s records did not 
allow me to determine the reasonability estimate, due to various misstatements identified in 
revenue and expenditure. I was unable to confirm this matter by alternative means. 

Unauthorised expenditure 

22. The municipality incurred unauthorised expenditure of R86 357 851 (2011; R18 894 758), 
mainly as a result of the overspending of certain votes not appropriated in an adjustment 
budget. This unauthorised expenditure was not disclosed properly in note 42 to the financial 
statements, as required by section 125(2)(d)(ii) of the MFMA. 

Irregular expenditure 

23. The municipality did not disclose irregular expenditure incurred during the year. The 
irregular expenditure of R17 689 026 (2011; R22 891 009) was understated. I was unable 
to confirm this matter by alternative means. Consequently, I was unable to determine 
whether any adjustments to irregular expenditure were necessary. 



Fruitless and wasteful expenditure 

24. The municipality did not disclose fruitless and wasteful expenditure incurred during the 
year. The fruitless and wasteful expenditure of R319 833 was understated. I was unable to 
confirm this matter by alternative means. Consequently, I was unable to determine whether 
any adjustments to the fruitless and wasteful expenditure disclosed were necessary. 

Prior year qualification not resolved 

25. ! was unable to audit the difference between the trial balance and the amounts disclosed in 
the annual financial statements regarding the prior year for the following line items: 

• Property, plant and equipment of R40 265 508 

• Accumulated surplus of R176 335 472 

• Trade and other payables of R36 356 971 

• Unspent conditional grants and receipts of R9 006 728 

• Trade receivables from exchange and non-exchange transactions of R47 174 524 

• Employee benefits of R3 384 974 

• Long-term liabilities of R4 761 301 

• Expenditure of R5 631 050 

• Debt impairment of R9 880 786 

• Revenue of R49 215 037 

• Employee cost of R740 285 

The municipality's records did not permit the application of alternative audit procedures. I 
could not determine the impact of the above matter on the financial statements. 
Consequently, I was unable to determine whether any adjustment relating to prior year 
matters In the financial statements was necessary. 

Disclaimer of opinion 

26. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs. I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the Financial 
statements. 

Emphasis of matters 

27. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

28. As disclosed in note 40 to the financial statements, the corresponding figures for 2010-1 1 
have been restated as a result of an error discovered during 2011-12 in the financial 
statements of the municipality at, and for the year ended, 30 June 2011. 



Financial sustainability 


29. The accounting officer’s report on page xx of the financial statements indicates that the 
municipality incurred a net loss of R53 1 80 1 88 during the year ended 30 June 201 2 and, 
as of that date, the municipality’s current liabilities exceeded its current assets by 

R33 692 824. These conditions, along with other matters as set forth in the accounting 
officer's note 2, indicate the existence of a material uncertainty that may cast significant 
doubt on the municipality's ability to operate as a going concern. 

30. While the municipality has prepared financial statements on a going concern basis, there 
are a number of indicators that its financial sustainability is under threat. These include the 
following: 

• Revenue was not being collected (87% debt impairment rate). 

• The gross debtors to annual revenue ratio was 56%. 

• The budget was overspent by R86 357 851 . 

• Forty-six per cent of suppliers were not paid within 30 days. 

• Current liabilities exceeded current assets by 66%. 

Material losses 

31 . The municipality had receivables for consumer debtors totalling R81 ,856 million at 
30 June 2012. The recoverability of these amounts is doubtful. 

32. As disclosed in note 49 to the financial statements, the municipality incurred material losses 
of R34 696 947, due to electricity losses for the current year amounting to 70%. Thirty per 
cent of these losses were due to the network, which are inherent In any network account 
with losses resulting from theft, faults and billing errors. 

33. The municipality incurred material losses due to unmetered water and electricity 
connections during the financial period. These losses were not monitored. 

Material impairments 

34. As disclosed in note 1 0 to the financial statements, a material provision for the impairment 
of debts of R71 112 545 (2011: R30 193 615) was made, due to the uncertainty of the 
recovery of trade receivables from exchange transactions. 

Material underspending of the conditional grant 

35. The municipality materially underspent the municipal infrastructure grant (MIG) by 

R5 171 375 as at 30 June 2012, as disclosed in note 14 to the financial statements. The 
project was delayed as conditions still had to be met. The unspent portion of the conditional 
grant exceeded the bank account balance, indicating that conditional grants were not used 
for their intended purpose. 

Additional matters 

36. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 



Unaudited supplementary schedules 

37. The supplementary information set out in appendices A to F does not form part of the 
financial statements and is presented as additional information. I have not audited these 
appendices and, accordingly, 1 do not express an opinion thereon. 

Material inconsistencies in other information included In the annual report 

38. The annual report had not been received at the date of this report; as a result, a conclusion 
could not be drawn on the consistency between the financial statements and audit report 
and the other information included In the annual report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

39. In accordance with the PAA and the general notice Issued in terms thereof. I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

40. The annual performance report included in the annual report was not presented In time for 
auditing and consequently my findings below are limited to the procedures performed on 
the strategic planning and performance management documents. 

41 . The information was assessed to determine whether performance indicators and targets 
are measurable (i.e. well defined, verifiable, specific, measurable and time bound) and 
relevant as required by the National T reasury’s Framework for managing programme 
performance information (FMPPI). 

Usefulness of information 

42. The FMPPI requires that it must be possible to validate the processes and systems that 
produce the indicator. A total of 100% of the measures relevant to the service delivery, 
economic development and LED, good governance and public participation objectives were 
not verifiable in that valid processes and systems that produced the information on actual 
performance did not exist. 

43. This was due to a lack of key controls in the relevant systems of collecting, collating, 
verifying and storing actual performance information. 

Compliance with laws and regulations 

44. I performed procedures to obtain evidence that the municipality has complied with 
applicable laws and regulations regarding financial matters, financial management and 
other related matters. My findings on material non-compliance with specific matters In key 
applicable laws and regulations as set out in the general notice issued in terms of the PAA 
are as follows: 

Budgets 

45. The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 1 5 of the MFMA. 



Annual financial statements, performance report and annual report 

46. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
Identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer of opinion. 

47. Contrary to the requirements of section 126 of the MFMA, the annual financial statements 
were not submitted for auditing within two months after the end of the financial year. 

48. I could not obtain evidence that the accounting officer had submitted the annual report to 
the National Treasury and the provincial treasury, as required by section 72 of the MFMA. 

Audit committee 

49. No audit committee was in place, as required by section 166 of the MFMA. 

50. The municipality did not appoint and budget for a performance audit committee, as required 
by Municipal Planning and Performance Management Regulation 14(2)(a). 

Internal audit 

51. The municipality did not establish an internal audit unit, as required by section 165(1) of the 
MFMA. 

Procurement and contract management 

52. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value below R200 000 had been procured by means of obtaining the required 
price quotations, as required by Supply Chain Management Regulation 17(a) and (c). 

53. Goods and services with a transaction value above R200 000 were procured without 
inviting competitive bids, as required by Supply Chain Management Regulation 19(a). 
Deviations were approved by the accounting officer even though it was not Impractical to 
invite competitive bids. In contravention of Supply Chain Management Regulation 36(1). 

54. Payments were made to bidders without ratification by the accounting officer, as required 
by Supply Chain Management Regulation 29(5)(b). 

55. No bid specification committee was established for all the awarded bids, as required by 
Supply Chain Management Regulation 27. 

56. Suppliers were awarded amounts exceeding the initial bid price, contrary to Supply Chain 
Management Regulation 24(1)(c). 

57. Contracts and quotations were awarded to bidders who did not submit tax clearance 
certificates. 

58. Contracts and quotations were awarded to bidders who did not submit a declaration of 
interest, as required by Supply Chain Management Regulation 13(c). 



59. Goods and services In excess of R30 000 (VAT included) were procured without being 
advertised for at least seven days on the website and an official notice board of the 
municipality. 

Human resource management and compensation 

60. Sufficient appropriate audit evidence could not be obtained that funded vacant posts had 
been advertised within six months after becoming vacant and/or had been filled within 
12 months after becoming vacant, as per the requirements of Public Service 
Regulation 1/VII/C.1A.2. 

61 . The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2)(a) of the 
Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000). 

Expenditure management 

62. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65{2)(e) of the MFMA. 

63. The accounting officer did not take reasonable steps to prevent unauthorised, irregular as 
well as fruitless and wasteful expenditure, as required by section 62(1)(d) of the MFMA. 

64. Unauthorised, irregular as well as fruitless and wasteful expenditure was not recovered 
from the liable person, as required by section 32(2) of the MFMA. 

Conditional grants 

65. Sufficient appropriate audit evidence could not be obtained that the allocation for 
conditional grants had been utilised for the purposes stipulated in the gazetted DoRA 
framework, in contravention of the requirements of section 15(1) of DoRA, as the 
municipality did not have separate bank accounts and the unspent conditional grant 
exceeded the cash on hand at year-end. 

Revenue management 

66. The accounting officer did not take effective and appropriate steps to timeously collect all 
money due to the municipality, as per the requirements of Treasury Regulation 11.2.1. 

67. Sufficient audit evidence could not be obtained that revenue had been reconciled on a 
weekly basis, as required by section 64(2)(h) of the MFMA. 

68. There was no system of control over prepaid electricity on which I could rely for the purpose 
of my audit, and there were no satisfactory alternative audit procedures that I could perform 
to obtain reasonable assurance that prepaid electricity had been accurately recorded using 
the tariffs approved by the National Energy Regulator of South Africa. 



Asset management 

69. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system that accounts for the 
assets of the municipality, as required by section 63(2)(a) of the MFMA. 

70. The accounting officer did not implement proper control systems for the safeguarding and 
maintenance of assets to prevent theft, losses, wastage and misuse, as required by 
Treasury Regulation 10.1. 

71 . An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2){c) of the MFMA. 

72. Capita! assets were sold or permanently disposed of without the approval of the council, as 
required by section 14(2)(a) of the MFMA. 

Internal control 

73. I considered Interna) control relevant to my audit of the financial statements, performance 
report and compliance with laws and regulations. The matters reported below under the 
fundamentals of internal control are limited to the significant deficiencies that resulted in the 
basis for the disclaimer of opinion, the findings on predetermined objectives and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

74. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related internal controls. The leadership 
did not ensure that there were processes to ensure that information was reviewed before 
submission, as materia! errors were detected in the financial statements and non- 
compliance with laws and regulations and internal control deficiencies were noted 
throughout the audit process. 

75. The lack of decisive action to mitigate emerging risks, Implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality failed to 
properly analyse the control weaknesses and implement appropriate follow-up actions that 
adequately addressed the root causes. This resulted in the audit findings reported in the 
prior year recurring in the current year. 

Financial and performance management 

76. The accounting officer did not prepare regular, accurate and complete financial statements 
that were supported and evidenced by reliable information, and did not review and monitor 
compliance with laws and regulations. 

77. Inadequate filing procedures resulted in limitations of scope during the current and previous 
years’ audits. As a result, significant difficulties were experienced in respect of the 
availability of information. 



Governance 


78. The accounting officer did not prioritise the establishment of a fully functioning internal audit 
unit and audit committee; therefore, these functions were not established and functional 
during the financial year. 




16 May 2013 
Kimberley 



AUDITOR-GENERAL 
SOUTH AFRICA 
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